SCHEDULE 4
DISTRICT OF COLUMBIA
TEACHERS’ RETIREMENT FUND
SCHEDULE OF INVESTMENT INFORMATION
YEAR ENDED SEPTEMBER 30, 2002
(Unaudited)

At September 30, 2002, the Fund's investments were maintained under a master trust
agreement along with assets of the District of Columbia Police Officers and Fire Fighters’
Retirement Fund. A schedule of investments held under the master trust agreement at
September 30, 2002 is available for inspection at the offices of the District of Columbia
Retirement Board, Suite 300, 1400 L Street, N.W., Washington, D. C. 20005.
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SCHEDULE 5
DISTRICT OF COLUMBIA

TEACHERS’ RETIREMENT FUND
SCHEDULE OF FIVE PERCENT REPORTABLE SERIES OF TRANSACTIONS
YEAR ENDED SEPTEMBER 30, 2002
(Unaudited)

Each transaction with State Street Bank and Trust Company as disclosed in this schedule
represents a “reportable transaction” as that term is defined by D.C. Code § 1-903.06(b)(3),
(2001 Ed.).
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Police Officers and Fire
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Independent Auditors’ Report

Board of Trustees
District of Columbia Police Officers and Fire Fighters’ Retirement Fund:

We have audited the accompanying statements of net assets of the District of Columbia
Police Officers and Fire Fighters’ Retirement Fund (the Fund), a pension trust fund of the
Government of the District of Columbia (the District), as of September 30, 2002 and
2001, and the related statements of changes in net assets for the years then ended. These
financial statements are the responsibility of the Fund’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

As discussed in note 1, these financial statements only present the Fund and do not
purport to, and do not, present fairly the financial position of the Government of the
District of Columbia as of September 30, 2002, and the changes in its financial position
for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the net assets of the District of Columbia Police Officers and Fire Fighters’
Retirement Fund as of September 30, 2002 and 2001, and the changes in its net assets for
the years then ended in conformity with accounting principles generally accepted in the
United States of America.

As described in Note 3, the Fund adopted the provisions of Governmental Accounting
Standards Board Statement No. 34, Basic Financial Statements—and Management’s
Discussion and Analysis—for State and Local Governments; GASB Statement No. 37,
Basic Financial Statements—and Management’s Discussion and Analysis—for State and

1983 - 2003
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Local Governments: Omnibus, and GASB Statement No. 38, Certain Financial Statement
Note Disclosures, as of and for the year ended September 30, 2002.

The information on schedules 1 and 2 and the management’s discussion and analysis are
not a required part of the financial statements, but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However,
we did not audit this information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial
statements taken as a whole. The information on schedules 3 through 5 is presented for
the purposes of additional analysis and is not a required part of the financial statements.
Such information has not been subjected to the auditing procedures applied in the audit of
the financial statements and, accordingly, we express no opinion thereon.

Washington, D.C. % L C&M/, 643/)&9 oy ao,d,guaiu), P.c.

December 31, 2002



MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)

(Amounts expressed in thousands)

This discussion and analysis provides an overview of the financial activities of the
District of Columbia Police Officers and Fire Fighters’ Retirement Fund (the “Fund”) as
of and for the fiscal year ended September 30, 2002. This discussion and analysis should
be read in conjunction with the statements, notes, and supplementary information.

The Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements—and Management’s Discussion and Analysis—for State and Local
Governments, was effective for the Fund’s fiscal year 2002 financial statements.

Statement No. 34 requires this Management’s Discussion and Analysis.

The District of Columbia Retirement Board (the “Board”) is an independent agency of
the District of Columbia government. The Board is responsible for managing the assets
of the Fund and of the District of Columbia Teachers’ Retirement Fund. As authorized by
DC Code, the Board commingles the assets of the two Funds for investment purposes.
The Board proportionately allocates the investment activity and the administrative
expenses of the Board between the two Retirement Funds. Other agencies of the District
of Columbia government administer pension benefits, and the related administrative
expenses are borne by those agencies.

FINANCIAL HIGHLIGHTS
The financial highlights are:

e Net Assets Held in Trust for Pension Benefits as of September 30, 2002 were
$1,083,580.

e Net Assets Held in Trust for Pension Benefits decreased during fiscal year 2002 by
$10,241.

e The Net Investment Loss for fiscal year 2002 was $99,564.

e The District of Columbia government contributed $74,600 to the Fund for fiscal year
2002, which satisfied its statutory obligation.

e The Fund’s share of administrative expenditures for fiscal year 2002 was $1,445.

OVERVIEW OF THE FINANCIAL STATEMENTS AND SCHEDULES

This discussion and analysis is an introduction to the basic financial statements and
schedules. The basic financial statements include two statements, notes, and
supplementary information.

Statements of Net Assets — present the assets, liabilities, and net assets held in trust for
pension benefits as of the end of the current and prior fiscal year.



Statements of Changes in Net Assets — presents the additions to and deductions from the
net assets during the current and prior fiscal years. The statements present the major
sources of additions and uses of deductions. Over time, the net increase or decrease in
net assets may serve as a useful indicator of whether the financial position of the Fund as
a whole is improving or deteriorating.

Notes to Financial Statements — presents various disclosures to augment the two
statements. The notes present information about the creation and administration of the
Fund, significant accounting policies, and investments.

Supplementary Information — presents additional information about employer
contributions, actuarial assumptions, additions, and deductions for the last 10 fiscal years,
and investments.

FINANCIAL ANALYSIS

The Fund had Net Assets Held in Trust for Pension Benefits as of September 30, 2002 of
$1,083,580, which is a decrease of $10,241 from the end of the prior fiscal year.

Net Assets

A summary of the Net Assets Held in Trust for Pension Benefits is below.

Increase
2002 2001 (Decrease) Percent

Investments, net of accrued interest

receivable and liabilities $1,085,672  $1,095,782 $(10,110) (0.92)%
Contributions receivable 1,166 982 184 18.74%
Due from (to) District (358) (943) 585 (62.04)%
Due (to) Federal Government _ (2,900) (2,000) 900 45.00%
Net Assets $1,083,580 $1,093,821 $.(10,241) (0.94)%



Changes in Net Assets

The Net assets decreased during fiscal year 2002 by $10,241. The decrease primarily
resulted from equity markets. A summary of the change is below.

Increase
2002 2001 (Decrease) Percent
Employee contributions $ 19390 §$ 16,832 $ 2,558 15.20%
Employer contributions 74,600 49,000 25,600 52.24%
Net investment income (loss) (99.564) (147.023) 47.459 (32.28)%
Total Additions (5,574) (81.191) 75,617 (93.13)%
Benefit payments 3,222 2,838 384 13.53%
Administrative expenses 1,445 1,161 284 24.46%
Total Deductions 4,667 3.999 668 16.70%
Net change in net assets $(0.241) $_(85,190) $.74,949 (87.98)%

The District of Columbia government made the required employer contribution in fiscal
year 2002 based on the funding formula contained in DC Code.

The Fund pays for pension benefits earned since June 30, 1997. As a result, the pension
benefit expense will be increasing. The Fund also pays for increases in pension benefits
that result from changes in the provisions of the plan.

As authorized by law, the District of Columbia Retirement Board has pooled the assets of
the Fund and the Teachers’ Retirement Fund (the “Total Fund”) for investment purposes.

The fair value of the Total Fund decreased slightly (2.8%) from fiscal year end 2001 due
primarily to a downturn in world equity markets. The rate of return earned on Total Fund
investments for fiscal year end 2002 of negative 7.9% on a market value basis was
greater than last fiscal year’s return. An overweight to U.S. fixed income helped the
Total Fund to withstand some of the turmoil in the U.S. and international equity markets.

The downturn in equity markets that began in 2000 continued, as world stock markets
declined even further during fiscal year 2002. The Russell 3000 Index, a broad-based
U.S. equity index, declined 18.8% during the period. The S&P 500 Index lost 20.5%.
The MSCI EAFE Index, representing non-U.S. developed equity markets, was lower by
15.5% during the period.

The Total Fund had approximately 38% of its total value invested in domestic equity
securities, which earned a return of negative 16.9% for the fiscal year. The current bear
market 1s proving to be one of the worst in the history of U.S. equity markets. The S&P
500 Index declined 43.7% (cumulative) from April 2000 through September 2002.



Approximately 15% of the Total Fund was invested in international equity securities,
whose return essentially matched the performance return of the MSCI EAFE Index for
the fiscal year. A surge in government bond prices helped drive the Lehman Aggregate
Index to a 4.6% gain the last fiscal quarter of 2002, its best quarterly performance since
1995. For the one year period ended September 30, 2002, the performance of the Total
Fund assets invested in fixed income securities (almost 42%) lagged the return of the
Lehman Aggregate Index, returning 7.4% versus the benchmark returmn of 8.6%.

ADDITIONAL INFORMATION

These financial statements present the finances of the Fund in accordance with generally
accepted accounting principles. Questions about these financial statements or other
inquiries should be addressed to the Executive Director, District of Columbia Retirement
Board, 1400 L Street NW, Suite 300, Washington, DC 20005.



DISTRICT OF COLUMBIA

POLICE OFFICERS AND FIRE FIGHTERS’ RETIREMENT FUND
STATEMENTS OF NET ASSETS
SEPTEMBER 30, 2002 and 2001

($000s)
2002 2001

ASSETS
Equity in pooled investments under Master Trust Agreement,

at fair value (Note 4) $1,160,807 $1,159,327
Accrued interest receivable 5,751 5,034
Benefit contributions receivable 1,166 982

Total assets 1,167,724 1,165,343
LIABILITIES
Liabilities under securities lending agreements 80,162 67,777
Accounts payable - investment expenses 724 802
Due to Federal Government 2,900 2,000
Due to District of Columbia Government 358 943

Total liabilities 84,144 71,522
Net Assets Held in Trust for Pension Benefits $1.083,580 $1,093.821

The accompanying notes are an integral part of these financial statements.
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DISTRICT OF COLUMBIA

POLICE OFFICERS AND FIRE FIGHTERS’ RETIREMENT FUND
STATEMENTS OF CHANGES IN NET ASSETS
YEARS ENDED SEPTEMBER 30, 2002 and 2001

($000s)

Additions
Contributions:
District government
District employees

Total contributions

Investment income:
Net depreciation in fair value of investments
Interest and dividends

Less:

Investment expenses

Interest expense on securities lending transactions
Net investment loss

Total additions

Deductions
Benefit payments
Administrative expenses

Total deductions

Net Decrease in Net Assets
Net Assets Held in Trust for Pension Benefits
Beginning of year

End of year

$ 74,600
19,390

—93.990

(129,669)
35226
(94,443)

2,812
2,309
(99,564)

(5.574)
3,222
1,445
4,667

(10,241)

1,093,821
$1,083,580

2001

$ 49,000
16,832

65,832

(182,944)
44214
(138,730)

2,858
5,435
(147,023)

(81,191)

2,838

1,161

3,999
(85,190)

1,179,011
31,093,821

The accompanying notes are an integral part of these financial statements.
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DISTRICT OF COLUMBIA

POLICE OFFICERS AND FIRE FIGHTERS’ RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2002 AND 2001
($000s)

NOTE 1: ORGANIZATION

The District of Columbia Police Officers and Fire Fighters’ Retirement
Fund (the Fund) was established in 1979 by the District of Columbia
Retirement Reform Act (the Reform Act, Pub. L. 96-122, D. C. Code § 1-
701 et seq.). The Fund provides assets to pay pension benefits to police
officers and fire fighters in the District. The Reform Act also established
the District of Columbia Retirement Board (the Board) and the District of
Columbia Teachers’ Retirement Fund (the Teachers’ Fund).

The National Capital Revitalization and Self-Government Improvement
Act of 1997 (the Revitalization Act, Title XI of the Balanced Budget Act
of 1997, Pub. L. 105-33) transferred the District of Columbia Judges’
Retirement Fund to the United States Federal Government (the Federal
Government). The Revitalization Act also transferred significant assets
and liabilities of the Fund and the Teachers’ Retirement Fund
(collectively, the District Retirement Funds) to the Federal Government.

Concurrently, the District of Columbia Retirement Protection Act of 1997
(the Retirement Protection Act, Subtitle A of the Revitalization Act)
transferred to the Federal Government the liability for retirement benefits
for employee service credit earned prior to July 1, 1997, by participants of
the District Retirement Funds. The assets transferred to the Federal
Government and the assets of the Fund managed by the Retirement Board
are components of the same single employer defined benefit pension plan.

As required by the Retirement Protection Act, the Council of the District
of Columbia (the Council) enacted the Police Officers, Fire Fighters, and
Teachers Retirement Benefit Replacement Plan Act of 1998
(September 18, 1998, D.C. Law 12-152, § 101, 45 DCR 4045; D.C. Code
§ 1-901.01 et seq.). This Act (the Replacement Act) established the
pension benefits for employee service eamned after June 30, 1997, and
provides for full funding of the benefits on an actuarially sound basis.

The Board is an independent agency of the District of Columbia
Government (the District) that is responsible for managing the assets of
the District Retirement Funds. Although the assets of the funds are
commingled for investment purposes, each Fund’s assets may only be
used for the payment of benefits to the participants of that Fund and
certain administrative expenses.

The Fund is included in the District’s Comprehensive Annual Financial
Report as a pension trust fund.



DISTRICT OF COLUMBIA

POLICE OFFICERS AND FIRE FIGHTERS’ RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2002 AND 2001
($000s)

NOTE 2: FUND ADMINISTRATION AND DESCRIPTION
District of Columbia Retirement Board

The Board consists of 12 trustees, three appointed by the Mayor of the
District, three appointed by the Council of the District, and six elected by
the active and retired participants. Included are one active and one retired
representative each from the police officers, firefighters, and teachers. The
six employee representatives are elected by their respective groups of
active and retired employees. In addition, the District’s Chief Financial
Officer serves as a non-voting, ex-officio trustee.

Since its inception, the Board has operated under a committee system
which provides a two-tiered process for fiduciary review and analysis. In
this manner, the Board, consistent with its fiduciary duties, thoroughly and
comprehensively reviews all issues brought before it. The Board has six
standing committees, including Benefits, Emerging Enterprise, Fiduciary,
Investment, Legislative, and Operations. To implement its policies, the
Board retains the executive director and other staff to be responsible for
the day-to-day management of the District Retirement Funds.

Other Administration

The District of Columbia Police Officers and Fire Fighters’ Retirement
Relief Board makes findings of fact, conclusions of law, and decisions
regarding retirement, survivor benefits, extent of disability, and annual
medical and income reviews. The Board of Police and Fire Surgeons
determines medical eligibility for disability retirement. The Office of Pay
and Retirement Services (OPRS) within the D. C. Office of Financial
Operations and Systems, Office of the Chief Financial Officer, receives
retirement orders for retirement benefit calculations for all active plan
members found eligible for retirement and carries out the day-to-day
processing of retirement benefits. OPRS also processes employee requests
for refunds of contributions.

Eligibility
A participant becomes a member when he/she starts work as a police

officer or fire fighter in the District. Police cadets are not eligible to join
the Fund.
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DISTRICT OF COLUMBIA

POLICE OFFICERS AND FIRE FIGHTERS’ RETIREMENT FUND

NOTE 2:

NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2002 AND 2001
($000s)

FUND ADMINISTRATION AND DESCRIPTION (Continued)

Retirement and disability benefit provisions for District of Columbia
police officers and fire fighters are established by the “Policemen and
Firemen’s Retirement and Disability Act,” codified at D.C. Code § 5-701
et seq. (2001 Ed.).

Members Hired Before February 15, 1980

Members are eligible for optional retirement with full benefits at any age
with 20 years of departmental service, or after age 55 with five years of
departmental service. The annual basic retirement benefit equals 2.5% of
average pay, which is defined as the highest consecutive 12 months of
departmental service, multiplied by departmental service up to 20 years,
plus 3% of average pay multiplied by departmental service over 20 years,
plus 2.5% of average pay multiplied by credited service, but not more than
80% of the average pay. Members terminated after five years of police or
fire service are entitled to a deferred pension beginning at age 55. Benefits
are also provided to certain survivors of active, retired, or terminated
vested members. Retired members receive the per centum increase granted
to active participants in the schedule rate to which the member would be
entitled if in active service.

Members with permanent, service-related disabilities who have less than
26 years and eight months of service receive two-thirds (2/3) of average
pay. Members with 26 years and eight months to 28 years of service
receive 2.5% of average pay multiplied by service. Members with more
than 28 years of service receive 70% of average pay.

Members with permanent, nonservice related disabilities who have 5 to 20
years of service receive 40% of average pay, 20 to 35 years of service
receive 2% of average pay multiplied by service and more than 35 years of
service receive 70% of average pay.

Members Hired Between February 15, 1980 and November 10, 1996

Members are eligible for optional retirement with full benefits at age 50
with at least 25 years of departmental service, or after 55 with five years
of departmental service. The annual basic retirement benefit equals 2.5%
of average pay, which is defined as the highest consecutive 36 months of
departmental service, multiplied by credited service up to 25 years, plus
3% of average pay multiplied by departmental service over 25 years plus,
2.5% of average pay multiplied by credited service, but not more
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